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DIRECT TESTIMONY OF JOHN HACK

Q Please state your name, place of employment and title

A: My n

Corporation

ame is John Hack. Iam currently Director of Gas Supply Planning for Atmos Energy

«Atmos” or the “Company”). I have held various positions in Atmos’ Gas Supply

Department since 1969. T have been responsible for the Company's supply function since Atmos

acquired Uni

ted Cities Gas. As Director of Gas Supply Planming, one of my primary duties is the

negotiation and implementation of the Company’s gas supply and transportation contracts.

Q. Pleas

A: Befor

each particul

. describe how the Company’s transportation contracts were priced prior to 1999.

e 1999, Atmos’ transportation contracts were priced at the maximum ratc allowed for

ar pipeline by the Federal Energy Regulatory Commussion (the “maximum FERC

rate”). It was standard practice throughout the industry for local distribution companies to enter

into long te
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h contracts with pipelmes and pay the maximum FERC rate for transportation.
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In late 1999! Atmos was successful 1n negotiating shorter term discounted transportation contracts
for the first fime as existing long term pipeline contracts came up for renewal. In order to provide
Atmos’ customers with lower rates, and because of the incentives contained within Atmos’
performance-based ratemaking (“PBR”) tariff that allow the Company to share in savings from

avoided costs, Atmos began to aggressively pursue pipeline discounts.
Q: Were the Company’s attempts to negotiate discounted transportation contracts successful?

A. Yes.| By October of 1999, Atmos had successfully completed negotiations for discounted
rates for thrée of its smaller transportation contracts. These contracts represented a small

percentage of the Company’s transportation costs

Atmos continued aggressive negotiations to pursue discount rates in 2000 with Tennessee Gas
Pipeline Company and East Tennessee Pipeline (which was owned by Tennessee Gas Pipeline
Company atithat time), two of the major pipelines serving Atmos” Tennessee area. By November
of 2000, AtnLos had successfully completed negotiations for discounted rates with Tennessee Gas
Pipeline Company for both of 1its systems, which represented a significant discount to Atmos’

Tennessee transportation costs.
Q: Please describe the efforts Atmos undertook to negotiate the contracts.
A Atmas devoted a substantial amount of resources to negotiating these discounts, and had to

expend considerable effort to be successful. The discounts were not simply granted as a result of

Atmos” request. Atmos had multiple meetings with Tennessee Gas Pipeline Company

representatives. For a period of over a year, Atmos spent substantial amounts of time negotiating,
draftnﬁg, exchanging, and revising the terms of the transportation contracts. One reason Atmos
invested so rlxuch time and effort into negotiating the discounted transportation rates was because
of the incentives provided under the PBR tanff. 1f Atmos did not think 1t would be able to share in
the savings 1t obtained through the negotiations, 1t may not have expended so much effort in

negotiating the contracts, and would have focused s resources in more profitable areas
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Q: Did|you notify the TRA of the negotiated transportation discounts?

A: Yesl Sometime around the beginning of January 2001, Atmos contacted Mike Horne, then
Chief of th¢ TRA Energy and Water Division, to request a meeting between Atmos representatives
and TRA st%:ff. The purpose of the meeting was to discuss the transportation discounts Atmos had
recently negotiated and how they would be accounted for under the PBR tanff.

Q: Please describe what took place at the meeting with TRA Staff.

—

A: The|meeting was held on January 31, 2001, at the TRA offices in Nashville. 1 participated

in the meetipg. The meeting was fairly lengthy, lasting more than an hour. TRA Chuef of Energy
and Water ID1vision Mike Home, and TRA staff members Dave McClanahan and Pat Murphy

were present at the meeting representing the TRA.

Atmos had &rranged for several members of its management to attend the meeting, and had asked
me and Patt|] Dathe, Gas Supply Analyst, to travel from the home office of Atmos n Dallas, Texas

to attend. Plesent at the meeting representing Atmos were, in addition to Ms. Dathe and myself:

(1) Patricia Childers, then Manager of Rates and Regulatory Affairs;

(2) her supervisor, Attorney Mark Thessin, then Vice-President of
Rates and Regulatory Affairs;

(3) Alicia Rye, Rate Analyst; and

(4) Ms. Rye’s supervisor, Bob Cline, Manager of Rate

Admunistration.

At the meetifig, Atmos representatives provided all of the attendees with packet of information,

which included a Meeting Agenda. A copy of the information packet 1s attached as collective

Exlhibit 1 to fhis Direct Testlmony.1

! Because the dxhibit contains confidential and proprietary mformation belonging to Atmos, 1t has been filed under
seal
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The purposs

of the January 31 meeting was to inform the TRA staff that Atmos had successfully

negotiated discounted rates for a substantial portion of 1ts transportation contracts. At the meeting,

Atmos mfox#rned the TRA staff that Atmos, motivated by the PBR provisions allowing it to share

in savings flom avoided costs, had actually begun efforts to negotiate discounted transportation

rates 1n late

Atmos was

1999. Atmos informed the TRA staff at the meeting that around October of 1999,

[ ccessful 1n completing negotiated discounts for three of 1its transportation contracts

The combinkd totals for these contracts represented a very small portion of Atmos’ total

transportatiq
at the Janua

contracts fot

At the meeti
report the s

PBR plan yg

n costs The second page of the information packet Atmos provided to the attendees
y 31 meeting showed the savings that resulted from those discounted transportation

Atmos’ 1999-2000 PBR plan year (Exhbit1 atp.2.)

g, Atmos informed the TRA staff, that due to an oversight, Atmos had neglected to
ings resulting from the discounted contracts in 1ts annual report for the 1999-2000

ar. In response to concerns raised by the TRA staff regarding making corrections to

the 1999-20P0 plan year, which had already been closed, Atmos agreed that 1t would not seek

recovery of

Atmos then
had successf
and the East
represented ¢
discounts P
breakdown @
resulting dis
those discou
from the disq

costs” under

ts share of the savings for the 1999-2000 plan year.

old the TRA staff that just a few months earlier, around November of 2000, Atmos
1lly completed negotiated discounted rates for the Tennessee Gas Pipeline Company
Tennessee Pipeline systems. These newly negouated discounted contracts

| significant portion of Atmos’ total transportation costs as compared to the 1999

hoe 3 of the information packet Atmos provided to the attendees at the meeting gave a
f the savings. This sheet histed the maximum F ERC rate, the negotiated rate, and the
ount for each contract, and computed total monthly and annual savings resulting from
wts. (Exhubit 1 atp. 2.) Atmos explained to the TRA staff that the savings resulting
ounted transportation contracts Atmos had negotiated would be considered “avoided

the PBR tariff, and consequently, Atmos would be able to share 1n those savings

under the PB#R taniff.

Q Did ypu discuss the method for calculation of those savings at the meeting?
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Al Yesl Atmos walked through the fact that the transportation discounts would be calculated
by subtracting the negotiated rate from the maximum FERC rate for each particular pipeline.
Atmos also|explained that the monthly discounts for all transportation contracts would be added

together to Feach a total annual savings, which Atmos would then be able to share in according to

the percent3ges outlined in the PBR tariff. (Exhibit 1.) Atmos mformed the TRA staff at the
meeting that they would begin using this calculation m future quarterly reports, which were due 1n

the upcomifig months.

-t

Q. Whdt was the response of the TRA staff at the meeting?

A: The [response from the TRA staff at the January 31 meeting was positive. The TRA staff
members adtively participated 1n the meeting and asked numerous questions. 1t appeared that the
TRA staff apreed with Atmos’ position that the savings from the negotiated discounts were to be
included within the avoided costs provisions of the PBR. and did not object to Atmos" proposed

method of chlculating the savings.

Q. Doeg this conclude your direct testimony?

A Yes {t does.
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Respectfully submtted,

BAKER, DONELSON, BEARMAN
CALDWELL, & BERKOWITZ, P.C.

o Wl

Jo&-& Conner, TN JkPR #12031
Misty Smuth Kelley, TN BPR # 19450
1800 Republic Centre
633 Chestnut Street
Chattanooga, TN 37450-1800
(423) 752-4417
(423) 752-9527 (Facsimile)
jeonner@bakerdonelson.com
mkelley@bakerdonelson.com
Attorneys for Atmos Energy Corporation

CERTIFICATE OF SERVICE

I hergby certify that a true and correct copy of the foregoing has been served viaU S Mail,
postage pregaid, upon the following this theﬁ‘imay of July, 2004:

Russell T. Perkins
Timothy C. Phillips
Shilina B Chatterjee
Office of the Attorney General
Consumer Advocate & Protection Division
P.0O. Box 20207
Nashville, TN 37202

Randal L. Gilliam
Staff Counsel
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243
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IN THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

IN RE:

UNITED|CITIES GAS COMPANY,
a Divisioh of ATMOS ENERGY
CORPORATION INCENTIVE
PLAN (IHA) AUDIT

Consolidated Docket Nos. 01-00704 and
02-00850

UNITED [CITIES GAS COMPANY,
a Divisio} of ATMOS ENERGY
CORPORIATION, PETITION TO
AMEND [THE PERFORMANCE
BASED RATEMAKING
MECHANISM RIDER

EXHIBIT 1
CONFIDENTIAL -
FILED

UNDER
SEAL
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- CONFIDENTIAL

UNITED CITIES GAS COMPANY,
A Division of Atmos Energy Corporation

January 31, 2001 Meeting with TRA
MEETING AGENDA

Performance Based Rate

l. A\Joided Costs Resulting From Negotiated Transportation Contracts
A. Tennessee Gas Pipeline

B. East Tennessee Natural Gas

C. Columbia Gulf

Il. Discussion of Reporting Simplification Suggestions

A. Monthly Reporting

B. Annual Reporting

L. SIIatus of Nora Filing
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